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San Diego County Seriously Emotionally Disturbed Pupils: Out-of-State Mental Health Services Program 

Audit Report 
 

Summary The State Controller’s Office (SCO) audited the costs claimed by 
San Diego County for the legislatively mandated Seriously Emotionally 
Disturbed Pupils: Out-of-State Mental Health Services Program (Chapter 
654, Statutes of 1996) for the period of July 1, 2001, through June 30, 
2005. The last day of fieldwork was September 6, 2007. 
 
The county claimed $9,933,677 ($9,935,677 less a $2,000 penalty for 
filing late claims) for the mandated program. Our audit disclosed that 
$7,647,539 is allowable and $2,286,138 is unallowable. The unallowable 
costs resulted primarily from the county claiming ineligible vendor 
payments for out-of-state residential placement of seriously emotionally 
disturbed (SED) pupils in facilities that are owned and operated for 
profit. The State paid the county $1,618,908. Allowable costs claimed 
exceed the amount paid by $6,028,631. 
 
 

Background Chapter 654, Statutes of 1996, added and amended Government Code 
section 7576 by allowing new fiscal and programmatic responsibilities 
for counties to provide mental health services to SED pupils placed in 
out-of-state residential programs. Counties’ fiscal and programmatic 
responsibilities including those set forth in California Code of 
Regulations section 60100 provide that residential placements for a SED 
pupil may be made out-of-state only when no in-state facility can meet 
the pupil’s needs. 
 
On May 25, 2000, the Commission on State Mandates (CSM) determined 
that Chapter 654, Statutes of 1996, imposed a state mandate reimbursable 
under Government Code section 17561 for the following: 

• Payment of out-of-state residential placements for SED pupils; 

• Case management of out-of-state residential placements for SED 
pupils. Case management includes supervision of mental health 
treatment and monitoring of psychotropic medications; 

• Travel to conduct quarterly face-to-face contacts at the residential 
facility to monitor level of care, supervision, and the provision of 
mental health services as required in the pupil’s Individualized 
Education Plan; and 

• Program management, which includes parent notifications, as 
required, payment facilitation, and all other activities necessary to 
ensure a county’s out-of-state residential placement program meets 
the requirements of Government Code section 7576. 

 
The program’s parameters and guidelines establish the state mandate and 
define reimbursement criteria. CSM adopted the parameters and 
guidelines on October 26, 2000. In compliance with Government Code 
section 17558, the SCO issues claiming instructions, to assist local 
agencies and school districts in claiming mandated program reimbursable 
costs. 
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Objective, Scope, 
and Methodology 

We conducted the audit to determine whether costs claimed represent 
increased costs resulting from the Seriously Emotionally Disturbed 
Pupils: Out of State Mental Health Services Program for the period of 
July 1, 2001, through June 30, 2005. 
 
Our audit scope included, but was not limited to, determining whether 
costs claimed were supported by appropriate source documents, were not 
funded by another source, and were not unreasonable and/or excessive. 
 
We conducted the audit according to Government Auditing Standards, 
issued by the Comptroller General of the United States, and under the 
authority of Government Code sections 12410, 17558.5, and 17561. We 
did not audit the county’s financial statements. We limited our audit 
scope to planning and performing audit procedures necessary to obtain 
reasonable assurance that costs claimed were allowable for 
reimbursement. Accordingly, we examined transactions, on a test basis, 
to determine whether the costs claimed were supported. 
 
We limited our review of the county’s internal controls to gaining an 
understanding of the transaction flow and claim preparation process as 
necessary to develop appropriate auditing procedures. 
 
 

Conclusion Our audit disclosed instances of noncompliance with the requirements 
outlined above. These instances are described in the accompanying 
Summary of Program Costs (Schedule 1) and in the Findings and 
Recommendations section of this report. 
 
For the audit period, San Diego County claimed $9,933,677 ($9,935,677 
less a $2,000 penalty for filing late claims) for costs of the Seriously 
Emotionally Disturbed Pupils: Out-of-State Mental Health Services 
Program. Our audit disclosed that $7,647,539 is allowable and 
$2,286,138 is unallowable.  
 
For the fiscal year (FY) 2001-02 claim, the State made no payment to the 
county. Our audit disclosed that $1,513,381 is allowable. The State will 
pay allowable costs claimed that exceed the amount paid, totaling 
$1,513,381, contingent upon available appropriations. 
 
For the FY 2002-03 claim, the State made no payment to the county. Our 
audit disclosed that $3,421,815 is allowable. The State will pay 
allowable costs claimed that exceed the amount paid, totaling 
$3,421,815, contingent upon available appropriations. 
 
For the FY 2003-04 claim, the State made no payment to the county. Our 
audit disclosed that $1,755,580 is allowable. The State will pay 
allowable costs claimed that exceed the amount paid, totaling 
$1,755,580, contingent upon available appropriations. 
 
For the FY 2004-05 claim, the State paid the county $1,618,908. Our 
audit disclosed that $956,763 is allowable. The State will offset $662,145 
from other mandated program payments due the county. Alternatively, 
the county may remit this amount to the State. 
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Views of 
Responsible 
Official 

We issued a draft audit report on September 24, 2007. Christopher P. 
Gilmore, Deputy Controller, responded by letter dated November 2, 2007 
(Attachment), disagreeing with the audit results. This final audit report 
includes the county’s response. 
 
 

Restricted Use This report is solely for the information and use of San Diego County, 
the Department of Finance, and the SCO; it is not intended to be and 
should not be used by anyone other than these specified parties. This 
restriction is not intended to limit distribution of this report, which is a 
matter of public record. 
 
 
Original signed by 
 
JEFFREY V. BROWNFIELD 
Chief, Division of Audits 
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Schedule 1— 
Summary of Program Costs 

July 1, 2001, through June 30, 2005 
 
 

Cost Elements  
Actual Costs 

Claimed 
Allowable 
per Audit  

Audit 
Adjustment Reference 1

July 1, 2001, through June 30, 2002         

Ongoing costs:         
Mental health service:         
Vendor reimbursements  $ 1,681,983  $ 1,513,381  $ (168,602) Finding 1 
Travel   9,170   —   (9,170) Finding 2 

Total program costs  $ 1,691,153   1,513,381  $ (177,772)  
Less amount paid by the State     —     

Allowable costs claimed in excess of (less than) amount paid  $ 1,513,381     

July 1, 2002, through June 30, 2003         

Ongoing costs:         
Mental health service:         
Vendor reimbursements  $ 4,435,695  $ 3,422,815  $ (1,012,880) Finding 1 
Travel   15,425   —   (15,425) Finding 2 

Subtotal   4,451,120   3,422,815   (1,028,305)  
Less late filing penalty   (1,000)  (1,000)   —   
Total program costs  $ 4,450,120   3,421,815  $ (1,028,305)  
Less amount paid by the State     —     
Allowable costs claimed in excess of (less than) amount paid  $ 3,421,815     

July 1, 2003, through June 30, 2004         

Ongoing costs:         
Mental health service:         
Vendor reimbursements  $ 2,158,653  $ 1,756,580  $ (402,073) Finding 1 
Travel   15,843   —   (15,843) Finding 2 

Subtotal   2,174,496   1,756,580   (417,916)  
Less late filing penalty   (1,000)  (1,000)   —   
Total program costs  $ 2,173,496   1,755,580  $ (417,916)  
Less amount paid by the State     —     
Allowable costs claimed in excess of (less than) amount paid  $ 1,755,580     

July 1, 2004, through June 30, 2005         

Ongoing costs:         
Mental health service:         
Vendor reimbursements  $ 1,610,182  $ 956,763  $ (653,419) Finding 1 
Travel   8,726   —   (8,726) Finding 2 

Total program costs  $ 1,618,908   956,763  $ (662,145)  
Less amount paid by the State     (1,618,908)     
Allowable costs claimed in excess of (less than) amount paid  $ (662,145)     
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San Diego County Seriously Emotionally Disturbed Pupils: Out-of-State Mental Health Services Program 

Schedule 1 (continued) 
 
 

Cost Elements  
Actual Costs 

Claimed 
Allowable 
per Audit  

Audit 
Adjustment Reference 1

Summary:  July 1, 2001, through June 30, 2005         

Ongoing costs:         
Mental health service:         
Vendor reimbursements  $ 9,886,513  $ 7,649,539  $ (2,236,974)  
Travel   49,164   —   (49,164)  

Subtotal   9,935,677   7,649,539   (2,286,138)  
Less late filing penalty   (2,000)  (2,000)   —   
Total program costs  $ 9,933,677   7,647,539  $ (2,286,138)  
Less amount paid by the State     (1,618,908)     
Allowable costs claimed in excess of (less than) amount paid  $ 6,028,631     
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
_________________________ 
1 See the Findings and Recommendations section. 
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San Diego County Seriously Emotionally Disturbed Pupils: Out-of-State Mental Health Services Program 

Findings and Recommendations 
 

FINDING 1— 
Unallowable vendor 
costs 

The county claimed unallowable vendor costs of $2,236,974 for the audit 
period. 
 
The overstated costs occurred because the county: 

• Claimed ineligible vendor payments of $1,979,388 (board and care 
costs of $972,392 and treatment costs of $1,006,996) for out-of-state 
residential placement of seriously emotionally disturbed (SED) pupils 
in facilities that are owned and operated for profit. The costs represent 
60% of total board and care and treatment costs. 

• Claimed in-state vendor costs of $133,776 that should have been 
claimed under the Handicapped and Disabled Students mandate 
program. We allowed the eligible portion under the Handicapped and 
Disabled Students mandate program. 

• Claimed costs related to ineligible clients of $119,815. The county 
inadvertently claimed board and care costs incurred by clients past the 
eligibility period authorized by the County Mental Health 
Department. 

• Duplicated treatment payments of $3,995. 
 
The program’s parameters and guidelines, section IV.C.1., specify that 
the mandate is to reimburse counties for payments to service vendors 
providing mental health services to SED pupils in out-of-state residential 
placements as specified in Government Code section 7576 and California 
Code of Regulations, Title 2, sections 60100 and 60110. 
 
The California Code of Regulations, Title 2, section 60100, subdivision 
(h), specifies that out-of-state residential placements shall be made only 
in residential programs that meet the requirements of Welfare and 
Institutions Code sections 11460(c)(2) through (3). Welfare and 
Institutions Code section 11460, subdivision (c)(3), states that 
reimbursement shall only be paid to a group home organized and 
operated on a nonprofit basis. 
 
The parameters and guidelines also state that all costs claimed must be 
traceable to source documents that show evidence of the validity of such 
costs and their relationship to the state mandated program. 
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The following table summarizes the unallowable vendor costs claimed. 
 

 Fiscal Year  
 2001-02 2002-03 2003-04  2004-05 Total 

Ineligible placements:     
Board and care $ — $ (420,070) $ (205,967)  $ (346,355) $ (972,392)
Treatment (164,607) (374,109) (173,831)  (294,449) (1,006,996)

Ineligible in-state costs — (133,776) —  — (133,776)
Ineligible clients — (84,925) (22,275)  (12,615) (119,815)
Duplicated costs (3,995) — —  — (3,995)
Audit adjustment $ (168,602) $ (1,012,880) $ (402,073)  $ (653,419) $ (2,236,974)

 
Recommendation 
 
We recommend that the county implement policies and procedures to 
ensure that out-of-state residential placements are made in accordance 
with laws and regulations. Further, we recommend that the county only 
claim eligible board-and-care and treatment costs corresponding to the 
authorized placement period of each eligible client. 
 
County’s Response 

 
The State’s position is that the County claimed unallowable vendor 
costs of $2,236,974 for the audit period; and the County disputes this 
finding. The County specifically disputes the finding that it claimed 
ineligible vendor payments of $1,979,388 (board and care costs of 
$972,392 and treatment costs of $1,006,996) for out-of-state residential 
placement of SED pupils owned and operated for profit. In support of 
its position, the State cites the California Code of Regulations, Title 2, 
section 60100, subdivision (h), which provides that out-of-state 
residential placements will be made only in residential programs that 
meet the requirements of Welfare and Institutions Code section 
11460(c)(2) through (3). Welfare and Institutions Code section 
11460(c)(3) provides that reimbursement will only be paid to a group 
home organized and operated on a nonprofit basis. 
 
The County asserts that it is entitled to the entire amount claimed less 
the sum already paid by the State. Please see Summary of Program 
Costs – SED Claim – July 1, 2001, - June 30, 2005 attached hereto as 
Exhibit B. In support of its position, the County provides the following 
five arguments and Exhibits A through D attached hereto [refer to the 
accompanying attachment]. The first argument is primary for the claim 
years July 1, 2001 through June 30, 2004, and arguments 2-5 are made 
in the alternative. For the claim year July 1, 2004 through June 30, 
2005, arguments 2-5 shall be considered primary. 

 
The following is a summary of the county’s five arguments: The entire 
text of its arguments is attached to this report. 

 
1. The Court Ruling in County of San Diego, et al. v. State of 

California, et al. (Case No. 825109 Consolidated with Case No. 
827845) Clearly States the Amount the State Owes the County for 
the Claim Years July 1, 2001 Through June 30, 2004. 

 
2. California Law Prohibiting For-Profit Placements is Inconsistent 

with Both Federal Law, Which No Longer Has Such Limitation, 
and With IDEA’s “Most Appropriate Placement” Requirements. 
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3. Parents can be Reimbursed When Placing Students in Appropriate 
For-Profit Out-of-State Facilities. County Mental Health Agencies 
will be Subject to Increased Litigation Without the Same Ability to 
Place Seriously Emotionally Disturbed Students in Appropriate For-
Profit Out-of-State Facilities. 

 
4. County Contracted with Nonprofit Out-of-State Residential 

Program for SED Pupils. 
 
5. There are no Requirements in Federal or State law Regarding the 

Tax Identification Status of Mental Health Treatment Services 
Providers. Thus there are no grounds to disallow the County’s 
Treatment Costs. 

 
SCO’s Response 
 
The finding remains unchanged. The county’s response does not address 
the ineligible in-state vendor costs, ineligible clients, or the duplicated 
treatment payments. Our response addresses each of the five arguments 
set forth by the county in the order identified above. 
 
1. We believe that the audit is valid and has a legal bearing. During the 

discovery for the aforementioned case, the State admitted that the 
county filed claims in a given amount and that the State has made 
partial payment. Neither the State nor the court stated that the claims 
were final and not subject to an SCO audit pursuant to Government 
Code sections 12410, 17558.5, and 17561. Further, the matter is 
currently in appeal and, therefore, is not res judicata. 

 
2. We do not dispute the assertion that California law is more restrictive 

than federal law in terms of the out-of-state residential placement of 
SED pupils; however, the fact remains that this is a state-mandated 
cost program and the county filed a claim seeking reimbursement 
from the State under the provisions of the California Code of 
Regulations, Title 2, section 60100. 
 
Regarding the discussion of IDEA funds, these federal funds are not 
applied as an offset to claimed residential-placement vendor 
payments. The only portion of the county’s claim that has the 
potential for federal reimbursement is the duplicated travel costs in 
Finding 2. The travel costs are included in the pool of costs used to 
determine the cost per unit that is, in turn, used to determine Short 
Doyle/Medi-Cal Federal Financing Participation funds 
reimbursement for eligible clients. 
 
Regarding the discussion of local educational agencies (LEAs), we 
do not dispute that Education Code sections 56366.1 and 56365 do 
not restrict LEAs from contracting with for-profit schools for 
educational services. The cited Education Code sections specify that 
educational services must be provided by a school certified by the 
California Department of Education. 

 

-8- 



San Diego County Seriously Emotionally Disturbed Pupils: Out-of-State Mental Health Services Program 

3. As previously stated, the county is prohibited from placing a client in 
a for-profit, out-of-state residential facility under the California Code 
of Regulations, Title 2, section 60100, subdivision (h), and Welfare 
and Institutions Code section 11460, subdivisions (c)(2) through (3). 
Welfare and Institutions Code section 11460, subdivision (c)(3), states 
that payment shall only be made to a group home organized and 
operated on a nonprofit basis. The state mandated program’s 
parameters and guidelines do not provide reimbursement for out-of-
state residential placements made outside of the regulation.  

 
4. As noted in our response to argument 3, the county is prohibited 

from placing a client in a for-profit facility and the residential-
placement vendor payments shall only be made to a group home 
organized and operated on a nonprofit basis. Based on documents the 
county provided us in the course of the audit, we determined that 
Mental Health Systems, Inc., a California nonprofit corporation, 
contracted with Charter Provo Canyon School, a Delaware for-profit 
limited liability company, to provide out-of-state residential 
placement services. The referenced Provo Canyon, Utah, residential 
facility is not organized and operated on a nonprofit basis. 

 
5. We do not dispute that Government Code section 7572 requires 

mental health services to be provided by qualified mental health 
professionals. As noted in our response to argument 3, the county is 
prohibited from placing a client in a for-profit facility and the 
residential-placement vendor payments shall only be made to a group 
home organized and operated on a nonprofit basis. The unallowable 
treatment and board-and-care vendor payments claimed result from 
the county placement of clients in prohibited out-of-state residential 
facilities. Again, the state-mandated program’s parameters and 
guidelines do not include a provision for the county to be reimbursed 
for vendor payments made to out-of-state residential placements 
outside of the regulation. 

 
 
The county claimed unallowable travel costs of $49,164 for the audit 
period. 

FINDING 2— 
Unallowable travel 
costs  

The county claimed travel costs on the SED pupils mandate claim that 
were also included in the pool of direct costs used to compute the unit 
rates in the county’s cost report submitted to the California Department 
of Mental Health. Consequently, travel costs claimed on the SED pupils 
mandate claim were also allocated through the unit rates to various 
mental health programs, including the Handicapped and Disabled 
Students mandate claim. 
 
The parameters and guidelines, section IV.C.3., specify that the mandate 
reimburses counties for travel costs necessary to conduct quarterly face-
to-face contacts at the residential facility to monitor level of care, 
supervision, and the provision of mental health services as specified in 
the California Code of Regulations, Title 2, sections 60110. 
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The parameters and guidelines also state that all costs claimed must be 
traceable to source documents that show evidence of the validity of such 
costs and their relationship to the state mandated program. 
 
The following table summarizes the unallowable travel costs claimed. 
 

 Fiscal Year  
 2001-02 2002-03 2003-04  2004-05 Total 

Travel $ (9,170) $ (15,425) $ (15,843)  $ (8,726) $ (49,164)
 
Recommendation 
 
We recommend that the county use a consistent cost allocation 
methodology to minimize any potential duplication with other mental 
health programs.  
 
County’s Response 

 
The State alleges that the County has claimed unallowable travel costs 
of $49,164 for the audit period July 1, 2001 through June 30, 2005. The 
County disputes this finding and submits the attached cost per unit 
calculation as Exhibit D [refer to the accompanying attachment]. This 
cost per unit calculation clearly indicates that the County has excluded 
the travel costs in calculating the cost per unit per claim to calculate the 
gross costs in the County’s Handicapped and Disabled Student’s claim. 
Therefore, because these costs were clearly excluded they are valid 
SED claimable costs in the amount of $49,164.00. 

 
SCO’s Response 
 
The finding remains unchanged. 
 
We do not dispute the impact on the unit rate if the travel costs were 
omitted from the unit rate calculation. However, based on documentation 
the county provided during the course the audit, we determined that the 
travel costs are expensed in a pool of costs that is used to determine the 
cost-per-unit on the county’s cost report submitted to the California 
Department of Mental Health. This resulted in a duplication of claimed 
costs because the unit costs are allocated to federal and state programs— 
including the Handicapped and Disabled Students mandate claim—based 
on the units of service, and are claimed in total on the SED pupils 
mandate claim.  
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Attachment— 
County’s Response to 
Draft Audit Report 
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